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INDEPENDENT AUDITORS’ REPORT

Board of Directors
First Island Capital, Inc.

We have audited the accompanying statements of financial condition of First Island
Capital, Inc. as of December 31, 2006 and 2005 and the related statements of income
(loss), stockholder’s equity and cash flows for the years then ended that you are to file
pursuant to rule 17a-5 under the Securities Exchange Act of 1934. These financial
statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with U. S. generally accepted auditing standards.
Those standards required that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An
audit includes examining on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of First Island Capital, Ine. as of December 31, 2006 and
2005, and the results of its operations and its cash flows for the years then ended, in
conformity with generally accepted accounting principles.
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First Island Capital, Inc.

STATEMENTS OF FINANCIAL CONDITION

(See Report of Independent Certified Public Accountant)

CURRENT ASSETS
Cash

ASSETS

Accounts Receivable
Prepaid Expense

Total current assets

LONG TERM ASSETS

Investments - current market value

TOTAL ASSETS

LIABILITIES AND SHAREHOLDER’S EQUITY

CURRENT LIABILITIES
Accounts payable
Income tax payable

Total current liabilities

SHAREHOLDER’S EQUITY

Common stock, no par value, 25,000 shares
authorized, one share issued

Additional paid-in capital
Retained eamings

Total shareholder’s equity

TOTAL LIABILITIES AND SHAREHOLDER'’S EQUITY

December 31,

2006 2005

$ 72,153 $ 23,403
262 2,671

1,000 -
73,415 26,074
113,798 101,730
$_187.213 $127.804
$ 855 $ 903
10,307 -
11,162 903
2,000 2,000
54,688 54,688
119,363 70,213
176,051 126,901

$ 187213 $.127.804

The accompanying notes are an integral part of these financial statements.
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First Island Capital, Inc.
STATEMENTS OF INCOME (LOSS)
(See Report of Independent Certified Public Accountant)

December 31,

2006 2005
Revenue
Commissions $128,189 $ 44,467
Interest and Dividends 5,136 1,777
Long term capital gain 9,176 -
Total Revenue 142 501 46,244
Expenses
Clearing Fees 22,272 7,307
Professional Fees 7,161 1,380
Other Operating Expenses 14,844 10,787
Regulatory Fees 1,838 2,288
Employee Benefits 26,238 23,699
Travel 10,522 11,389
Total Expenses 82.875 56.850
Income / (Loss) before provision /(benefit)
for income tax 59,626 (10,606)
Provision/(Benefit) for income tax 10.476 ( 1.590)
NET INCOME / (LOSS) $__49150 $_( 9,016}

The accompanying notes are an integral part of these financial statements.
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First Island Capital, Inc.

STATEMENT OF SHAREHOLDER’S EQUITY
For Two Years Ended December 31, 2006 and 2005

(See Report of Independent Certified Public Accountant)

Additional
Common Stock Paid-In Retained
Shares Amount Capital Earnings Total
Balance at December 31, 2004 1 $2,000 $54,688 £ 709,229 $135,917
Net Loss - - - (9.016) (9.016)
Balance at December 31, 2005 1 § 2,000 $54,688 $ 70,213 $126,901
Net Income - - - 49.150 49.150

Balance at December 31,2005 ___ 1 $2000 $54,688 $119363  $176,051

The accompanying notes are an integral part of this financial statement.
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First Island Capital, Inc.

STATEMENTS OF CASH FLOWS

(See Report of Independent Certified Public Accountant)

Increase (decrease) in cash
Cash flows from operating activities:
Net income/(loss)
Adjustments to reconcile net (loss)/income to
net cash provided by (used in) operating
activities:
Accounts receivable
Prepaid expense
Accounts payable
Income tax payable

Net cash (used in)/provided
by operating activities

Cash flows (used in)/provided by investing activities:

Investments

NET INCREASE / (DECREASE) IN CASH
Cash at beginning of year
Cash at end of year

December 31,

2006 2005

$ 49150 § (9,016)
2,409 (2,671)

( 1,000) -

( 48) (2,417)
10,307 -
60,818 {14.104)

(12,068) 2,899
48,750 (11,205)
23,403 34.608

§__ 12,153 $__23.403

The accompanying notes are an integral part of these statements.
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First Island Capital, Inec.
NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 1 - NATURE OF BUSINESS

First Island Capital, Inc. (the “Company”) is registered with the Securities and Exchange
Commission as a broker-dealer under the Securities Exchange Act of 1934 and is a
member firm of the National Association of Securities Dealers, Inc., and the Securities
Investor Protection Corporation. The Company was organized to develop investment
banking business including private placement financing, and to provide general
brokerage services. All securities transactions are cleared through another broker-dealer
on a fully disclosed basis. The Company does not hold customer funds or securities. The
Company 1s located in Mercer Island, Washington.

NOTE 2 — SIGNFICANT ACCOUNTING POLICIES

1. Use of Estimates:

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect the reported amounts of assets, liabilities, and disclosure. Accordingly,
actual results could differ from those estimates.

2. Cash and Cash Equivalents:

For purposes of the statements of cash flows, the Company considers all highiy
liquid investments with a maturity of three months or less at dates of acquisition
to be cash equivalents.

3. Additional Paid-In Capital:

The Company adopted a resolution, as long as T. R. Ulie remains the sole
shareholder, additional cash contributions or payments for goods and services for
the company will be treated as equity infusions without issuance of additional
shares of common stock.

4. Revenue Recognition:

The Company recognizes commission income and clearing fees on a settlement
date basis which is not materially different from recording such transactions on a
trade date basis.
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First Island Capital, Inc.
NOTES TO FINANCIAL STATEMENTS - continued
December 31, 2006 and 2005

NOTE 2 - SIGNFICANT ACCOUNTING POLICIES - continued
5. Income Taxes:

The Company, since inception, adopted Statement of Financial Accounting
Standard No. 109 (SFAS 109), “Accounting for Income Taxes”, which
requires the use of the liability method in accounting for income taxes. SFAS
109 requires the recognition of deferred tax assets and liabilities for the future
tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax
bases. The adoption of SFAS 109 was not material to the accompanying
financial statements.

NOTE 3 - RELATED PARTY TRANACTIONS

Most of the Company’s clients are related to the sole shareholder, and the Company uses
office space owned by the sole shareholder.
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INDEPENDENT AUDITOR’S REPORT
ON
SUPPLEMENTARY INFORMATION
REQUIRED BY
RULE 17a -5 of the SECURITIES AND EXCHANGE COMMISSION

Board of Directors
First Island Capatal, Inc.

We have audited the accompanying financial statements of First Island Capital, Inc., for
the year ended December 31, 2006, and have issued our report thereon dated February
19, 2007. Our audit was conducted for the purpose of forming an opinion on the basic
financial statements taken as a whole. The information contained in Schedules I and II is
presented for purposes of additional analysis and is not a required part of the basic
financial statements, but is supplementary information required by rule 17a-5 under the
Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a
whole.
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First Island Capital, Inc.
Schedule I
COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15¢3-1
December 31, 2006

(See Report of Independent Certified Public Accountant)

Computation of net capital $£176,051
Basic net capital requirement:
Net capital as above $ 176,051

Minimum net capital required
($5,000 for brokers who do not

Generally carry customer’s accounts) 5,000
Excess net capital before haircuts on other securities 171,051
Less, haircuts on other securities 540
Excess net capital $170.511

The accompanying notes are an integral part of this financial statement.
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First Island Capital, Inc.
Schedule IT

RECONCILIATION OF COMPUTATION OF NET CAPITAL
PURSUANT TO RULE 17A-5(d)(4) and 15¢3-1

December 31, 2006

(See Report of Independent Certified Public Accountant)

Net capital as reported by the Company

Focus Report Part IIA $162,457
Independent auditors and adjustments 513
Net capital after adjustments 161,944
Add non-allowable assets 13,567
Net capital after haircuts 175,511
Add haircuts on other securities taken 540
Reconciled net capital represented by independent auditor $176,051

The accompanying notes are an integral part of this financial statement.
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INDEPEDNET AUDITORS’ REPORT ON INTERNAL CONTROL

Board of Directors
First Island Capital, Inc.

In planning and performing our audit of the financial statements of First Island Capital,
Inc. (the “Company’), for the year ended December 31, 2006, we considered its internal
control, including control activities for safeguarding securities, in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements
and not to provide assurance on internal control.

Also as required by rule 17a-5(g)(1) of the Securities and Exchange Commission
(“SEC”), we have made a study of the practices and procedures followed by the
Company including tests of such practices and procedures that we considered relevant to
the objectives stated in rule 17s-5(g) in making the periodic computations of aggregate
indebtedness (or aggregate debits) and net capital under 17a-3(a)(11) and for determining
compliance with the exemptive provisions of rule 15¢3-3. Because the Company does not
carry securities accounts for customer or perform custodial functions relating to customer
securities, we did not review the practices and procedures followed by the Company in
any of the following:

1. Making quarterly securities examinations, counts, verifications and comparisons.

2. Recordation of differences required by rule 17a-13.

3. Complying with the requirements for prompt payment for securities under Section
8 of the Federal Reserve Regulation T of the Board of Governors of the Federal
Reserve System.

The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding paragraph. In
fulfilling this responsibility, estimates and judgments by management are required to
assess the expected benefits and related costs of controls and of the practices and
procedures referred to in the preceding paragraph and to assess whether those practices
and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two
of the objectives of internal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the
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Company has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are cxecuted in accordance with management’s
authorization and recorded properly to permit the preparation of financial statements in
conformity with generally accepted accounting principles. Rule 172-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred
to on the previous page, error or fraud may occur and not be detected. Also, projection of
any evaluation of them to future periods is subject to the risk that they may become
inadequate because of changes in conditions or that the effectiveness of their design and
operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal
control that might be material weakness under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of the specific intemal control components does not reduce to a
relatively low level the risk that error or fraud in amounts that would be matenal in
relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal control, including control activities for
safeguarding securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in
the second paragraph of this report are considered by the SEC to be adequate for its
purposes in accordance with the Securities Exchange Act of 1934 and related regulations,
and that practices and procedures that do not accomplish such objectives in all material
respects indicate a material inadequacy for such purposes. Based on this understanding
and on our study, we believe that the Company’s practices and procedures were adequate
as of December 31, 2006 to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, (Designated self-regulatory organization) and other agencies that
rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of
registered brokers and dealers and is not intended to be and should not be used by anyone
other than these specified parties.
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February 19, 2007
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